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INDEPENDENT AUDITOR'S REPORT

To the Members of the Board
Huron Behavioral Health
Bad Axe, Michigan 48413

We have audited the accompanying financial statements of the governmental activities and each major
fund of Huron Behawvioral Health as of and for the years ended Seplember 30, 2008 and 2007, which
collectively comprise Huron Behavioral Health's basic financial stalements as listed in the table of
contents. These financial statemenls are the responsibility of Huron Behavioral Health's management.
Cur responsibility is 1o express opinions on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America and lhe standards applicable {0 financial audits contained in Governmenf Audifing
Standards, issued by the Comptroller General of the United 5tates Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining. on a test basis, evidence supporting the
armounts and disclosures in the financial statemenls. An audit also includes assessing the accounting
principles used and the significant estimales made by managemeni, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our
opiniGns.

In gur opinion, the financial statements referred to above present fairly, 11 all material respects, the
respective financial position of the governmental activities and gach major fund of Huron Behavioral
Health, as of Seplember 30, 2008 and 2007, and the respective ¢hanges in financial posilion, thereof
for the years then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance wilh Government Audifing Standards. we have also issued our report dated December
31, 2008, on our considerabon of Huron Behavieral Health's internal control over financial reporting and
on our tests of its complance with certain provisions of laws, regulations. contracts, and grant
agreements and other matters. The purpose of ihat report is to describe the scope of our testing of
internal contral aver financial reporting and compliance and the results of that testing, and not ta
provide an opinion on the inlernal contrel over financial reporting or on compliance. That report is an
integral part of an audt performed in accordance wilh Government Auditnng Sfandards and important
for assessing the results of our audit.
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INDEPENDENT AUDITCR’S REPORT

The management’s discussion and analysis and required supplemental infermation on pages il through
ix and 26 through 29, are not a required par of the basic financial statements but are supplemeantal
information required by accounting principles generally acceptad in the United States of America. We
have applied certain limited procedures, which consisted principally of inquines of management
regarding the methods of measurement and presentation of the required supplermental information.
However, we did not audit the information and express no opinion on it,

Neoghy + L

NIETZKE & FAUPEL, P!C
PIGEON, MICHIGAN

Decemizer 31, 2008



HURON BEHAVIORAL HEALTH

Management’s Discussion and Analysis
For the year ended September 30, 2008

Thig section of the Huron Behavioral Health (HBH) annual financial report presents
management's discussion and analysis of financial performance for the fiscal year
ended September 30, 2008 (FY0B). This discussion and analysis is designed to assist
the reader in focusing on significant financial issues and activities, and to identity
significant changes in financial position and results of operations. Please read this
section in conjunction with the auditor's report and with our financial statements, notes
to financial statements and supplementa! information taken as a whole,

The Michigan Department of Community Health (MDCH) contracts for Medicaid
specialty supports and services through designated Prepaid Inpatient Health Plans
{PIHF3) in regional geographic areas. Bay-Arenac Behavioral Health Authority (BABHA)
is the designated Medicaid PIHP for a region consisting of Arenac, Bay, Huron,
Mantcalm, Tuscola, and Shiawassee counties. HBH is affiliated with and subcontracts
for Medicaid funding through BABHA, rather than directly with the state. State General
Fund revenue and other state and federal grants and earned contracts are sourced
directly from the state.

FINANCIAL HIGHLIGHTS

= Operaling results show a deficit of 5297 thousand or 3.1% of revenue compared
to & $157 thousand deficit in the prior year.

s  Unrestricted net assets are $2.1 million or 44% of total assets,

OVERVIEW OF FINANCIAL STATEMENTS

Basic financial statements, in accordance with generally accepted accounting principles
(GAAP) acceording to GASB 34, require the preseniation of two types of financial
statements. These are authority-wide statements and fund statements.

Authority-wide financial statements include the statement of net assets and the
statement of activities. These provide both fong-term and short-term information, and
present a broad view of the overall financial status in a manner similar to a private
sector business. Information presented in these statements is on the accrual basis of
accounting. Long-term assets are capitalized and depreciated. Long-terrm debt is
recorded as a liability. Revenues are recorded when "earned” and expenses recorded
when “incurred”, without regard to the timing of cash receipts or disbursement.

The statement of pet assets includes all assets and liakilities, with the difference
between the two reported as net asseis. Over time, increases or decreases in net
assets may serve as a useful indicator of improving or deteriorating financial position.

-l -



HURON BEHAVIORAL HEALTH

Management's Discussion and Analysis
For the year engfed Seplember 30, 2008

The statement of activities presents information showing how nst assets changed
during the year as a result of operating activity.

Fund financial statements contain individual groups of related accounts and are used
to repent current assets, current liabilities, fund balance, revenues and expenditures for
specific activities or funds segregated for legal requirements or other governmental
objectives. These are presented in more dstaill as compared to the authority-wide
statements. The fund financial statements are reported on the modified accrual basis of
accouniing. Only those assets that are "measurable” and “currently available™ are
reported. Liabilities are recognized only to the extent that they are normally expected to
be paid with current financial resources. Purchased capital assets are reported as
expenditures in the year of acquisition Issuance of debi is recorded as a financial
resource with current year principal and interest payments recorded as expenditures.

SUMMARY OF NET ASSETS

The following summarizes the assets, liabilittes and net assets on an authority-wide
basis as of September 30, 2008 and 2007

Summary of Net Assets
Ag of Saplembar 30, 2008 and 2007

iy OO0}
2008 2007 Ingr! {Dear % Change
Assets
Current assets $ 3855 5 3640 5 (94) -2 6%
Restricted assets 425 456 & (31) 5.8%
Captal assets 733 B3 0§ 97 15 2%
Fotal assets 4713 4,741 (28} -0.6%
Liahilities
Current liabilities 1,513 1,205 % 308 25.6%
Noncurrant liabilives 425 456 3 {31 5. 9%
Long-tern debt 123 131 8 {8} -5.9%
Tatal lizbilities 2,061 1,792 269 15.0%
Net Assets
Investment in capital assets g2 497 % 105 21.1%
Unrastricted 2480 2452 % (402 -16.4%
Total net assets 3 2652 & 29489 & (287 -10.1%
Curreal firancial posibion 2042 2,444 [402) -16 3%
Currens ratio 2.3 K3, {0.7) 2245

Unrastncted Ned Assels 9% of Tolal 43 5% 51. 7% -B.2%



HURCN BEHAVIORAL HEALTH

Management's Discussion and Analysis
For the vear eaded Sepleseber 30, 2008

Current financial position is defined as the excess of current assets over current
liabilities. A positive current financial position is an indicator of financial strength and an
increase in current financial position is an indicator of improving financial position. The
current financial position is a positive $2.0 million, a decrease of $402 thousand or
16.5%, compared to the pricr year. The current ratio is the measure of current assets
divided by current liabilities. The current ratic at fiscal year end is 2.3:1, down from
3.0:1fer the prior year. The change in current financial position is a direct reflection of
the results of operations and investments in capital assets.

Current assets consist of cash and investments, accounts teceivable, amounts due
from others and prepaid expenses. These are available for current operations and to
pay current obligations. Current liabilities include accounts payable, accrued payroll,
related taxes and benefits, accrued postemployment benefit, amounts due to others,
deferred revenue, and the ¢urrent portion of long-term debt.

Restricted assets consist of cash, investments and accrued interest receivable. These
are restricted for payment of compensated absences, including certain deferred
compensation amaunts.

Capital assets consist of property and equipment having an estimated useful life of
more than one year and original cost in excess of 35 thousand. These assets are stated
at their original book value, net of accumulated depreciation.

In FY0O8, 5167 thousand was expended for capital acquisitions. Depreciation expenss
was 369 thousand. Of this amount, $15 thousand was related to assets acquired prior
to October 1, 2003 and was not to be considerad for Medicaid and State General Fund
cost reconciliation purposes. The net change in capital assets was an increase of 397
thousand for the year. When capital expenditures exceed depreciation expense, the net
increase represents an investment in capital resources available ior the future.

As of year-end, the net book value of depreciable capital assets was 41% of the origina!
book value. This percentage is @ measure of the relative age of property and equipment
and this low percentage reflects that property and equipment is relatively old.

Nencurrent liabilities consist of the liahility for compensated absences that includes
vested vacation and sick pay obligations and certain deferred compensation amounts.

Long-term debt is the morigage debt incurred to acquire the Genesis home. The
amount is shown net of the current portion. The current portion {amount due within one
year) is shown in current liabilities.

Investment in capital asseis is the net hook value of capital assets, net of related
debt.

Unrestricted net assets at the end of the fiscal year are $2.1 million, a decrease of
$402 thousand or 16.4% for the year. Unrestricted net assets are 44% of total assets,
down 8 percentage points from 52% at the end of the prior fiscal year. The change in



HURON BEHAVIORAL HEALTH

Management's Discussion and Analysis
For the year ended Sepfermier 30, 2008

unrestricted net assets is a direct reflection of the results of operations and investments
in capital assets,

SUMMARY OF ACTIVITIES

The following summarizes the revenue, expenses and change in net assets on an
authority-wide basis for the years ended September 30, 2008 and 2007.

Summary of Activities
For the yaars anded September 30, 2008 snd 2007

fir $00Ck:)
Imerf

2008 2087 (Decrj % Change

REVENUE
Medicaid specialty suppons and services 37,475 36,963 5 512 7.4%
State general fund prioeity populations 944 948 {23 -0.2%
ABW and MiChid capitation revenue 125 123 2 1.6%
Frogram sensce revenue 468 452 16 3.8%
Grants and earmead contracts 379 393 (64} -16.3%
County appropnation 233 233 . 0.0%
Interest income 135 175 {4ty -22.9%
Other lpcat income 14 21 (73 -33.3%
TOTAL REVENUE 9,723 2,306 417 4.5%

EXPENSE
Conlractual providets 1.742 1,624 118 T 3%
Program operations 5,227 G470 357 5.5%
Managed carg administration 196 166 30 18.1%
General & Board administraticn 1,011 963 48 5.0%
Local funds contributed to State 164 169 - 0.0%
Interest expensea 3] 7 f1)  -14.3%
Depreciation &89 B S 7 3%
TOTAL EXPENSE 10,020 0.463 557 5.9%

CHANGE IN NET ASSETS {297 % {1577 5 {140}

Revenue for the year was $9.7 million compared to $8.3 million for the prior year, an
increase of $417 thousand or 4.5% from the prior year.

Medicaid specialty supports and services revenue of 37.5 million increased $312
thousand or 7.4% compared to the prior year. This represents 76 8% of total revenue
compared to 74 8% in the prior year, Medicaid specialty supports and service revenues
are provided under a subcontract with BABHA, the Medicaid PIHP for the region. This
subcontract is on a net cost not to exceed basis. There was $108 thousand of available
Medicaid subcontract funds unspent and returned to the PIHP for the fiscal year, The

- -



HURON BEHAVIORAL HEALTH

Management's Discussion and Analysis
For tha year ended Seplermbar 38 2008

increase in Medicaid subcontract revenue is directly aftributed to the increases in
expenditures for supports and services to Medicaid eligible consumers.

State General Fund priority population revenue {formula funding) of $944 thousand
decreased $2 thousand or 0.2% compared o the prior year This represents 9.7% of
total revenue compared to 10.2% in the prior year. This funding is established by
MOCH as a part of the legislative appropriation process under the Michigan Mental
Health Code and is used to provide supports and services to indigent priority
populations, including state facility utilization and other allowable expenses.

For the fifth consecutive year, the amounts expended under the State General Fund
contract exceeded amounts that were provided by the state. To cover these
expenditures, $382 thousand of unrestricted local funds were used, including $287
thousand of unresiricted local fund balance reserves. For the benefit of the priority
populations, the HBH Board chose to expend local funds to cover the unfunded state
obligaticn.

Adult Benefit Waiver and MiChild capitation revenue of $125 thousand increased b2
thousand or 1.6% compared to the prior year. However, the cost of supports and
services for eligible beneficiaries exceeded available revenues. HBM is fully at risk for
thase state benefit programs. While the cost in excess of revenue may be claimed as
State General Fund cost, no surplus State General Funds were available. Thus, the
$120 thousand ABW deficit and $19 thousand MiChild deficit were covered by local
fund sources.

Program service revenue of $468 thousand includes charges for services for
consumers not covered by Medicaid subcontracts, State General Funds or other
contract or grant revenue sources. These have increased $16 thousand or 3.5% from
the prior year. These represent 4.8% of total revenue, down from 4.8% of total revenue
in the prior year. This revenue is a significant source of local funds needed to meet
matching fund requirements, cover funding shortfalls in other areas and contribute to
unrestricted fund balance.

Grants and earned contract revenue of 3329 thousand includes revenue sources for
which the use of funds is restricted to a specific purpose. These have decreasad $64
thousand or 16.3% from the prior year. These represent 3.4% of total revenue, down
from 4.2% in the prior year. The reduction is primarily in block grants and services
provided to other CMHs.

County appropriation revenue, interest income and other local income totaling $382
thousand are available to meet state matching fund requirements and for other lacal
purposes, These revenue sources constitute 3.9% of revenue and have decreased 47
thousand or 10.9% from the prior year, primarily in interest income.

The County appropriation is $233 thousand, including 340 thousand for senior services.
These county funding levels are unchanged compared {o the prior year.

-l -



HURCN BEHAVIORAL HEALTH

Management's Discussion and Analysis
For Ihe year anded Seplember 30, 2008

Total expense of $10.0 milion has increased $557 thousand or 5.9% compared to the
prior year. Cost increases were primarily in the cost of direct supports and services for
consumers.

Included in expense is $485 thousand for the funding of postemployment benefit liability
under GASB #4353 ~ Accounting and Financial Reporling by Employers for
Fostemployment Benefits Other Than Pensions. This fund was established in FY08,
initially funded in FYOE by a transfer of board-designated fund balance of $1,068,500,
and additionally funded for annua! accruals of $539 thousand in FY08 and $528
thousand in FY07. Based on an actuarial study at the inception of the fund, the present
value of future vested benefits was $5.5 million. Funding since this report has fotaled
$£2.6 million.

Included in expense is the cost of a building lease for the HBH primary offices. This
building i1s owned by the County of Huron and is leased to HBH at a fair market rental
value as determined by an independent appraisal. This lease arrangement is currently
being examined by MDCH. The resuit and possible financial implications of this
examination are unknown at this time.

Contractual provider expense of $1.7 million includes state facility (30 for FY0B8),
community hospital, residential supports, supported employment, and transportation
providers. These represent 17.4% of total expense, and have increased $1138 thousand
or 7.3% over the prior year. This increase is primarnly attributed to increases in services
and supports provided to Medicaid eligible consumers.

Program operations expense of $6.8 million includes salaries, benefits and other
operating costs of direct-operated supports and services programs. These represent
68.1% of total expense, and have increased $357 thousand or 5.5% from the prior year.
This increase is primarily attributed te increases in services and supports provided to
Medicaid eligible consumers.

Managed care administration expense of 8196 thousand relates to stale contracts
held by HBH and to functions delegated to HBH by the regional Medicaid PIHP. These
represent 2.0% of total expense, and have increased $30 thousand or 18.1% from the
prior year. Much of this increase is due to a change in the fringe benefit allocation as
requested by the PIHP for regional consistency purposes.

General and Board administration expense of $1.0 million represents 10.1%% of total
expense. These have increased $48 thousand or 5.0% compared to the prior year,
primarily attributed to the change in fringe benefit allacation as requested by the PIHP
for regional consistency purposes.

BUDGET

The budget process continues to be challenging due to state budget difficulties and
increasing demands for entitlement services in Medicaid and other managed care
contract programs. Unlike other local government budgets, 88% of the HBEH budget

- i -



HURON BEHAVIORAL HEALTH

Management's Discussion and Analysis
For the year ended Saptember 30, 2008

consists of managed care ¢onfract programs with some elerment of insurance nsk,
These are essentially entitled supports and services for eligible beneficiaries or for
specialized services for uninsured or underinsured priority populations. As such a
majority of its expense is non-discretionary.

FUTURE QUTLOOQK

The State of Michigan continues its struggle to balance budget deficits, Federal cost
constraints are placing additional pressures on Medicaid funding. The effect of these on
future funding for community mental health and specialty supports and services is
unknown, but the outlook does not look favorable,

Management expects revenues to be flat at best. Support and service demand is
expected to increase together with inflationary cost pressures.

Of particular concern is the State General Fund Formula Funding for priority
populations under the Mental Health Code. Risk reserves and local funds have been
expended for five consecutive years to cover under-funded need and obligations. Also
of concern is the funding deficit evidermt in the ABW and MIChild programs. These
proegrams are not risk adjusted for local need. Management will concentrate its efforts to
minimize these deficits that require the use of local funds to cover the shortfalls.

While the financial position of HBH is currently healthy, balancing the priarities and
budgets is increasingly more difficult.

As always, questions, comments and suggestions are welcomed from inferested parties
and the general public. These can be directed to management.
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HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

STATEMENTS OF NET ASSETS

SEPTEMBER 30, 2008 AND 2007

Govermmantal
ASSETS Activities
CURRENT ASSETS 2008 2007
ash and invesimenls 5 3,082 445 8 3,265,142
Accounts receivable - net 71,505 78,249
Due from other governmmental units 152,480 285,270
Frepaid expenses - 248,625 19,412
TOTAL CURRENT ASSETS 3,553,055 3649043
MONCURRENT ASSETS
ash - restricled 424 527 455 779
Capial assets - nondepreciable 5t 192 81,192
Capital assets - net G32,335 555 453
TOTAL NONCURRENT ASSETS 1,158,054 1,092,424
TOTAL ASSETS $ 4713108 5 4.741.467
LIABILITIES
CURRENT LIABILITIES
Accounls payable 3 226.2680 5 158873
Due to service providers 410,611 200.056
Accrued payroll 198 328 156,110
Accrued payroll taxes and bensfils 22 BV 5,644
Accrued health insurance 152 359 154,159
Fost employment benefil liabity 494 506 524,563
Current porion long term debt 7,544 7,581
TOTAL CURRENT LIABILITIES 1.512 683 1,204 791
NMOMCURRENT LIABILITIES
Accrued severance pay £1.054 71,399
Accrued compensated absences 263473 264,380
toles paysble - nel of current 123 565 131,508
TOTAL NOMCURREENT LIABILITIES 548 092 S8v.287
TOTAL LIABILITIES 2060 975 1.792.078
NET ASSETS
Investment in capital assels - net of related debl 602,019 497 556
Unresincled 2,053 115 2,451 832
TOTAL NET ASSETS $ 2652134 3 2.949389

The acuamaming notes are an inlegral par
al the financial statements.



HURON BERAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

STATEMENTS OF ACTIVITIES
FOR THE YEARS ENDED SEPTEMBER 30, 2008 AND 2007
Program Revenue Mel (Expense)
Cperating Revenue and
Charges Grants and Changes in
Funclions Expenses  for Services Conlributions tet Assets
2005 2007
Governmental Activities
Mealth & Welfare - Mental Health $10019,627 $9194053 § 145806 § {678.868) § (586,930
General reyvenues
Grants and conkributions not
restricted 1o specific programs 234 368 239,168
Uinrestricted investment earnings 134 920 175,025
Mizcellaneous revenues V425 15,357
Total general revenues and contributions 281,713 429750
Change in net assets (297,235) {157 200)
Met assets - beginning of year 2.549 389 3.106 589
Met assets - end of year $2,652 134 52,049 389

The accompanying notes are an integral part
of the financial stalements, -3-
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HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

BALANCE SHEETS
GOVERNMENTAL FUNDS
SEPTEMBER 30, 2008 AND 2007

ASSETS
Cash and investments
Accounts receivable;
Client Services
Due from State of Michigan
Cue from county
Due from ather governments
Frepaid expansaes
Cash - restricted

TOTAL ASSETS

LIABILITIES:
Accounis payable
Due o service providers
Accrued payroll
Accrued payroll taxes and benefits
Accrued health insurance
Post employment banefit hability

TOTAL LIABILITIES

FUMND BALANCES:

Reserved - prepaid expenses
Feserved - compensated absences
Reserved - severance pay
Unreserved

TOTAL FUND BALANCES

TOTAL LIABILITIES AND FUND BALANCES

The accompanying notos are an integal pan
of the finanoal skatements.

GENERAL
FUND

2008 2007
$ 3,082,445 § 3266112
71,506 78,249
36.463 52,812
58,313 58,313
57,704 174,146
248,624 19,412
424,527 455779
$ 3,979,581 $ 4104822
3 226261 F 156679
410,611 200,056
198,328 156,110
22,875 5,644
152,359 154959
494,506 524 563
1,504,940 1,197,211
248 624 19,412
383,473 384 380
G1,054 1,389
1801490  2.432.420
2474 641 2907611
$ 3979581 3 4.104,822



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

RECONCILIATION OF THE BALANCE SHEETS OF GOVERNMENTAL FUNDS

TO THE STATEMENTS OF NET ASSETS
FOR THE YEARS ENDED SEPTEMBER 30, 2008 AND 2007

2008 2007
Tetal fund balance - governmental furds 22474841 52807611
Amounts reported for governmental aclivities in the stalement of activities
are diflerent because:
Capital assets Used o governmental activities are not financial resowrces and
therefore are not reported in the funds,
Add. Capilal assels 1675985 1,526,546
Deduct: Accurrudated deprociation {942 468} 1899 801}
Some hakilittes are not due and payakle in the current period and theiefore are not
reparted in the funds, Those liabilittes consist of;
Deduct: Severance pay {61.054) (71,3099
Ceduct: Compensated absences (363473} (64,3807
Long-term hakilittes, including notes payable, ara not due and payable in the current period
andgd . iherefore, are not repared in the funds, {131,507 {139.088)
Met assels ol goveramenial activitics 32652134 p2.°40380

The accompanying notes are an integral part
of the financial statements -6 -



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

STATEMENTS OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - GOVERNMENTAL FUNDS
FOR THE YEARS ENDED SEPTEMBER 30, 2008 AND 2007

REVEMNUES:
State grants
State General Fund DCH Contract
Adult benefit waiver
Ml Child capitation
Title XX replacement
Other state grants

Total state grants

Federal grants
Federal block grants
PAS f ARR Grant

Total federal grants

Contributions - Local units
County appropriation
Senior grant

Total contributions - Local units

Charges for services
Medicaid specialty managed care capitation
Medicaid fea for service
Earned contracts
Client and third party pay
S5l Reimbursemeants

Total charges for services

Intarest income

Other revenue

TOTAL REVENUES

(Cortinued) -7-

2008 2007
$ 943,617 946,453
118,348 116,143
8,888 6,710
8,118 6,118
16,652 18,980
1,091,623 1,094,404
34,150 63,900
98,004 71,650
130,154 135,550
193,250 193 250
40,000 40,000
233,250 233,250
7.475.015 5,962,816
101,537 108,060
83672 81,414
357.009 391,637
107 966 108,724
8,125,200 7,652,651
134,920 175,025
7.425 15,356
9,722,572 9,308,236



HURON BEHAVICQRAL HEALTH,
HURON COUNTY, MICHIGAN

STATEMENTS OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - GOVERNMENTAL FUNDS
FOR THE YEARS ENDED SEPTEMBER 30, 2008 AND 2007

EXPEMNDITURES: 2008 2007
Health & Welfare - Mental Health
Personnel costs:

(Continued)

Salaries & wages 3,833 688 3593818
Fringe benefits 1,932,248 1,885,750
Board per diem 10,220 11,025
Total personnel costs 5 B7G 157 5,491 393
Crperating expenditures:
Building rental 169.64% 169,649
Consumer food, clothing 43 754 42 BED
Conkract residential 349 766 353,370
Cantractual other 1,520 644 1,168,742
Inpatient - private 347 750 280,175
(npatiant - skate A0, 143
Insurance & bonds 51624 48 464
Medical 673,859 725 558
Other operating expense 55,267 232618
Printing, postage & sdvertising 28035 79,832
Regional manage care administration 31,350 28 800
Repairs & maintenance 218,836 157,208
Supphes 144,419 101,850
Telephone £5,445 B56,718
Travel 152 820 12%.483
Utilities 71,074 72,555
L.ocal funds paid to PIHP 168 B00 168,800
Tetal operating expenditures 4 0948 092 3,855 432



HURON BEHAVICRAL HEALTH,
HURON COUNTY, MICHIGAN

STATEMENTS OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - GOVERNMENTAL FUNDS

FOR THE YEARS ENDED SEPTEMBER 30, 2008 AND 2007

Capital Dutlay
Debt Retirement
TOTAL EXPENDITURES

EXCESS OF REVENUES (UNDER) EXPENDITURES

FUNMD BALAMNCE - OCTOBER 1

FUND BALANCE - SEFTEMBER 30

The accompanying notes arg an integral
part of the financial statements, -9-

2008 2007
167,364 49,671
13,929 13,929
10,155,542 9,411,945
(432,970) {105,749)
2,907 611 3,013,360
$2.474641  $ 2907611




HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 3(, 2008 AND 2007

2008 2007
Met change in ind balances - tolal governmental funds S (432,970 0105745
Amounts reporled for governmental aclivilies in the statement af activities
are different because:
Governmenlal iunds report capital ouliays as cxpendilures. However, in the statemenl
of activities. the cosl of those assets is allocated over their estimated lives as
depreciation expense,
Add: Cagital outlay 167,364 48,671
Deduct; Mel book valuye of disposals (1,252} (3,509)
Deduct: Depreciation expente {69,130 (G4 330)
Loan proceeds provide corrent financial resources to governmental funds, while the
repayment of principal on debt is an expendilure in the governmental kinds. Neither
transaclion, however, has any effec) on net assets. This is the amount by which debl
repayments exceeded debl issued during the fiscal year. 7.581 1235
Some expenses reporied in the statemenl of aclivities do not require the use of
current finangial resources and Weretore are not reported as expendiuees o the lunds
Add- Decrease {Increase] in accrual lor severance pay 10 345 (8.582)
Add: Decrease {Increaselin accrual for compensated absences 20907 [31.036)
Change in net assets of governmental activities $ (257255) S(157 200}

The accompanying notes ae an integrat part
ol the imancial statements -10-



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

MOTES TO THE FINANCIAL STATEMENTS
SEPFTEMBER 30, 2008 AND 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The basic financial statements of Huron Behaviaral Health have been prepared in conformity with
accounting principles generally accepled in lhe Uniled States of America [(GAAP) as applied to
government units. The Governmental Accounting Standards Board [GASB) i1s the accepted standard
setting body for establishing governmental accounting and financial reporting principles  The significant
accounting pnnciples and policies utiized by Huren Behavioral Health are described below:

Reporting Entity

Huron Behawvioral Health ts an Autherity that operates under the provisions of Act 258 — Public Acts
of 1874 ({the Michigan Mental Health Code), as amended. The Authority arranges for or provides supports
and services for persons with developmental disahility, adults with severe menlal illness, chiidren with
serious emotional disturbances, and individuals with addictive disorder and substance abuse. These
supports and services are made available to residents of the County of Huron who meet elgibility and
other criteria.  As the community of members, assuring local access, grganizing and integrating the
provision of services, coordinatmg care, implementing public policy, enswring interagency collaboration,
and preserving the public interest.

The accounting policies of Huron Behavioral Health confurm to accounting principles generalty
accepted in the Uniled States of Amenca as applicable to governmental units.

In accordance with generally accepted accounting principles and Governmental Accounuing
Standards Authenty (GASB) Statement No. 14 "The Financial Reportng Entity,” these financial statements
present all of the Authonty's funds. The criteria established by the GASE for delermining the reporting
entity include oversight responsibility, fiscal dependency, and whather the financial statements would be
misleading if data were nol included.

Government-Wide and Fund Financial Statements

The government-wide financial stalements {ie the staternent of net asscts and the staterment of
activities) repod nformation on all of the activities of Huron Behavioral Heaith  Govornmental acinahes
narmally are supported by intergovernmenlal revenues.

The statement of aclivities demonstrates the degree te which the direct expenses of a function are
offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function.
Other iterns not properly ncluded among pregram revenues are repored instead as general ravenues.
Resources that are dedicated internally are reporied as general revenues rather than as program
revenues.

[Conlinued) -11-



HURCN BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

MNOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)
Government-Wide and Fund Financial Statements {Continued}

Mat agsets are restricted when constraints placed on them are either exlernally imposed or are
imposed by constitutional provisions or enabling legislation. Internally imposed designations of resources
are not presented as restricted net assets. When both restricted and unrestricted resources are available
for use, generally it is Hurpn Behavioral Health's policy to use restricted resources first, then unrestricted
resources as they are needed,

Measurement Focus, Basis of Accounting and Financial Statement Presentation

Government-Wide Financial Slatements — The government-wide fimancial slatements are reported using
the economic resources meaasurement focus and the accrual basis of accounting. Revenues are recorded
when earmned and expenses are recorded when a liability s incurred, regardless of the timing of relaled
cash flows Grants and similar items are recognized as revenue as soon as ali eligitvlity reguirements
imposed by the grantor have been meat

Fund Financial Statements — The governmental fund financial statements are reported using the current
financial rescurces measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are bolh measurable and avalable. Revenues are considered o be availlable
when they are collectible within the current period or soon enough thereafter to pay habilites of the current
perind. For this purpese, Huron Behawvioral Health considers revenues to be available if they are collected
within 80 days of the end of the current fiscal year endt. Expenditures generally are recorded when a
liability is wcurred, as under accrual accountng

An exceplion to the "6 day” rule is the recognition of cerdain patient fee revenues and the related
receivables The Authority has elected to recognize these revenues on the accrual basis of accounting.
The difference between the accrual basis of accounting and modified accrual basis of accounting far
these revenues 1Is nol matenal {o the financial stalements,

Modifications to the accrual basis of accounting include.

= Employees' vested annual leave is recorded as expendiures when ulbzed The amount of
accumulated annual leave unpad at September 30, 2008, has been reported only in the
government-wide financial stalements.

= Interest on general long-term obligations is recognized when paid

«  Deblservice expgenditures and clams and judgmenis are recorded only when payment is dug

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,

are followed to the extent that those slandards da not confiet with or contradict guidance of the
Governmental Accounting Standards Board.

(Continued} S



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TQ THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NCTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

Fund Acceounting

The financial activities of Huron Behavicral Health are recorded in individual funds, each of whichis
deemed to be a separate accounting entity. Huron Behawioral Health uses fund accounlng tg report on its
financtal position and results of operations. Fund accounting is designed lo demonstrate legal compliance
and to aid financial management by segregating transactions related to certain government functions or
activities. A fund is a separate accounting eniity with a self-balancing set of accounts.

The financtal activities of Huron Behavioral Health that are reported in the accompanying financial
stalements have been classified into the following major governmental funds

Governmental Funds

General Fund ~ This fund is Huron Behavioral Health's primary operating fund. It accounts for all
the financial resources except those required to be accounted for in ather funds.

Budgetary Pata

Huroe Behavigral Health's gemeral fund budget is under formal budgetary contral and follows both
Huron Behavioral Health's and Michigan Department of Community Health's annual budget process in
establishing the budgetary data presented i the finanaial slatements The annual fiscal budget is adopted
on a basis consistent with generally accepted accounting principles and the requiremetits of the Michgan
Departrrent of Community Health.

Cash and Cash Deposits

In accordance with Michigan Compiled Laws, Hurcn Behavioral Health 1 authorized to imvest in
obligalions of the U.S. Treasury including its agencies and instrumentalities, certificates of deposit, savings
accounts, deposit accounts or depository recepts of a hank which 1s 8 member of the Federal Deposit
Insurance Corporation (FDIC), commercial paper rated in the three (3) highest classifications of twe rating
services, United States governmen! or federal agency abligation repurchase agreements. and mutual
funds compesed of investment vehiclkes which are legal for direct investment by local units of government
i Michigan.

Huron Behavioral Health's deposits are in accordance with statutory authority.
A specific amount of cash has been restricted for future payment of the compensated absences,

sincg it has been charged to the Department of Community Health. Huron Behavigral Health has
established a separale cash account to manitor this future liability.

{Continued) 14



HURON BEHAVICRAL HEALTH,
HURON COUNTY, MICHIGAN

MNOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 20, 2008 AND 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

Receivables

Uncollectible accounts are provided lor using the allowance method based on historical experience
and management's evaluation of gutstanding accounts receivable, Based on these factors, there 15 an
allowance for uncollectible accounts of $39.000 and $50,000 at September 30, 2008 and 2007,
respectively.

Prepaid Expenses

Certain payments to vendors reflect costs applicable to future accounling penods and are recorded
as prepaid expenses in both government-wide and fund financial statements.

Capital Assets

Capital assets, which include property, plant and equipment, are reported in the government-wide
financial staterents Capital assets are defined by the government as individual assets with an mitial cost
equal to or more than $5.000 and an estimated useful life in excess of two years. Such assets are
recoided at historical cost or estimated historical cost if purchased or constructed. Donated capital assets
are recorded at estimated fair valug at the date of donation

The cost of normal maintenance and repairs that do not add to the value of the asset or matenially
extend assets’ lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are construcled
Interest incurred during construction of capital assets is not capitalized.

Capital assets utihzed in the governmental funds are regorded as expenditures in the governmental
fund financial statements. BGepreciation expense is recorded in the gavernment-wide financial statements.

Capital assets of Huron Behavioral Health are depreciated using the straight line methad over the
following estimated useful lives:

Assets Years
Land MIA
Buildings and Improvernents 20-40
Equipment 5-10
Computers 2
Transportation Equipment o

{Continued) 14 -



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

MNOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NCTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED}

Incurred But Not Reported Claims Liabitity

The amounts recorded in current liabilities include amounts for incurred inpabent, residential
and community provider claims liability based on management's estimate. The Auihonty may not be
billed for these until several months after lhe date of service. Therefore, the hability is not liquidated
within the normal 80-day period after year-end. Also, the actual cost may wvary fram the estimated
amount for a variety of reasons thal include, but are not limited to, retroactive consumer eligitulity or
cast recovery from other third party payers.

Compensated Absences

Hurgn Behavioral Health's policy allows full ttrme employees to accumulate vacation time and
sick time, at various rates, depending on lhe employee's length of sennce with Huron Behawvioral
Health. The governmental fund financial statements record expenditures when employaes are paid for
these compensated absences. The governmant-wide financial statements record the expense and the
related liability when these compensated absences are earned by employges.

Governmental Fund - Fund Balance Reserves and Designations

The: governmental fund financial slatements present fund balance reserves for those porions of
fund balance (1) not available for approprialion for expenditure or (2) legally segregated for a speafic
future wse.  The reserves for related assets such as prepaid expenses are examples of the former
Reserves for compensated absances are examples of the later

By resolution of the Authonty's board. reserved fund balances in the amcunt of $673,151 and
$475,191 as of September 30, 2008 and 2007 were established to provide for payment of future liabilities
relaled to the fallowing:

2008 2007
Frepaid expenses T 248674 5 19412
Compensated absences AB3.473 384 380
Severance pay 71,054 71.399
Total $ 673151 5 475191

Estimates

The preparation of financial slatements in conformity with generally accepted accounting principles
requires management to make esbmates and assumphions thal affect the reported amounts of assels and
liabilities at the date of the financial statements and Ihe reported amounts of revenues and expenditures
during the reporting period. Actual results could differ from those estimates.

[Cantinued) 15 .



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 20, 2008 AND 2007

NOTE 2 — STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY:

Budgetary Information

As set forth by State law, the CMH Board adopts an annual budget on a government wide basis.
The annual budget is adopted on the full accrual basis of accourting in accordance with GASB Statement
34. The Executive Director is authorized to transfer budgeted amounts within departments, however, any
revisians that alter the total expenditures must be approved by the CMH Board. For the year ended
Septernber 30, 2008, the ariginal budgeted expenditures amounted to $10,060,798. During the fiscal year
ended September 30, 2008, there were no budget amendments that increased the total budgeted
expenditures. The government wide budget is presented in the Statement of Revenue and Expenses -
Budget and Actual. Al annual appropriations lapse at the end of the fiscal year.

Excess of Expenditures Over Appropriations

Budget cortrol has been established by the CMH Board ai the level of the following expenditure
categories; Contractual providers, Program operations, Managed carg administration, General and Board
administration, Local funds contribution, and Depreciation. During the year ended September 30, 2008,
Huron Behavioral Health incurred expenditures in the fellowing categories which were in excess of the
budgeted amaunts:

BUDGET ACTUAL VARIANCE
Community Hospital $ 329 867 3 347 7RO 318183
Residential Services 348 515 349 765 1,251
Cammunity Supprs 864 334 1,044, 054 79,720
Managed care adiministration 171,400 195,813 24413
General & board administration 1,000,254 1,011,264 10,8896
Cepreciation 68,866 88130 264

NOTE 3 - CASH AND INVESTMENTS:

As of September 30, 2008 and 2007, the Authority's cash balances are as follows:

2008 2007
Carrying amount of cash and investments

Unrestricted — General Fund $3,082 445 $3.266 112

Restricted — General Fund 424 527 455 770
Total carrying amount of cash and investments $3,508972 $3.72°,881
Thea bank halanses of the cash and investments are classified as follows;

2008 2007

Insured by FDIC 31,581 822 51,015,052
Ininsured and uncollateraized 1,584 355 2.394 206
Cash managemeant account backed by government securities 686,281 373,047
Total hank balance of cash and investments $3,852,459 $3,786.305

{Cantinued} -16-



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NOTE 3 - CASH AND INVESTMENTS: {CONTINUED)

Restricted cash balances have been set aside for the following purposes:

2008 2007
Payment of compensated absences $363.473 $384,380
FPayment of severance pay 61,054 71,399
Total restricted cash $424,527 3455 779
As of September 30, 2008. the Authority had the lollowing investments.
WEIGHTED
AVERAGE
FAIR MATURITY
INVESTMENT TYPE VALUE (YEARS) %o
Government Cash Investrnenl Fund —
Comenca Bank 5686,281 0.0027 100%
Portfolic weighted average malurity 0.0027

T day maturity equals 0.0027, one year equals 1.00

The Authority valuntarily invests certain excess tunds in external pooled investment funds which
ncluded cash management funds. One of the pooled invesiment funds utilized by the Authority is the
Government Cash Investment Fund. The Governmenl Cash Investment Fund 15 an external pooled
investment fund of "qualfied” invesiments for Michigan 1ocal units of government ‘The Government
Cash Investment Fund reports as of September 30, 2008 the fair value of the Authority's Investments

is the same ag the value of the pool shares.

Interest rate risk. In accordance wilh ils investment policy, the Authority will mirirmze mterest
rate nsk, which is the risk that the market value of secunties in the portfolio will fall due (o
changes in marke! interest rates, by structunng the investment porfolio so that secunbies
mature to meet cash requirements for gngowing operalions, thereby avoiding the necd to sell
secunties in the open market; and, investing operating funds primarily in shotter-term securilies,
liquid assel funds, money market mutual funds, or similar investment poals and imiting the
avarage maturily in accordance with the Authority's cash reguirements.

Credit risk. The Authority will minimize credil nsk, which is the risk of loss due to the failure of
the secunty issuer or backer, by, limiting investments lo the types of securities authorized by
Eoard policy and state law,

Concentration of credit risk. The Authority will mimmize cencentration of credit risk, which i3
the risk of loss attributed 1o the magnitude of the Authority's investment in a single 1ssuer, by
diversifying the investment porfoho so that the impact of potential losses from any one type of
secunty ar issuer will be minimized.

{Conhinued) -17 -



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NOTE 3 - CASH AND INVESTMENTS: (CONTINUED)

Custodial credit risk — investments. For an investment, this is the risk that. in the event of the
failure of the counterparty, the Authority will not be able o recaver the value of its Investments
or collateral securities that are i the possession of an oulside party.

The Authority will minimize custodial credit fisk, which is the risk of loss due to the falure of the
seclurity issuer or backer, by; limiting investments to the types of securihes allowed by law, and
pre-qualifying the financial institutions, broker/dealers, intermedchanes, and adwisors with which
the Authority will do business.

Foreign currency risk. The Authority is not authorized to invest in investments which have this
type of risk.

NOTE 4 — DUE FROM OTHER GOVERMMENTAL UNITS:
Cue from other governmental units as of September 30, consisls of the following:

2008 2007
State of Michigan 5 35463 5281
Counly of Huran 58,313 BB 313
Bay Arenac Behavioral Heaith 13822 174073
Other CMHs 44 082 73
Total 5152 480 $285 270

NOTE 5 — CHANGES IN CAPITAL ASSETS:

The following is a summary of the changes in the depreciable capital assets of Huron Behavioral
Health for the year ended September 30, 2008

EALANCE BALANCE
SEFTEMBER 30, SEFTEMBER 30,
2007 ADDITIONS RECUCTIONS 2008

Office equipment S 247,326 5 18,550 3 1600 5 262278
Compular eguipment 153,610 27,806 13,863 167.553
Transpartation equipment 628,170 57 481 12,452 673,200
Building improvements 83074 65,517 148,591
Land Improvements 13,675 13,075
Land 81,192 B1,192
Buildings 330,099 . 330,099
TOTAL CAPITAL ASSETS $1,536,546 $ 167 364 I 27915 $1.675,995

{Continued) - 18 -



HURON BEHAVIGRAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMSBER 30, 2008 AND 2007

NOTE 5 - CHANGES IN CAPITAL ASSETS: (CONTINUED}

ACCUMULATED DEPRECIATION

BALANCE BALANCE NET

SEPTEMBER 36, OEPRECIATION SEFTEMEBER 30, CAPITAL

2007 EXPENSE DISPOSALS 2008 ASSETS
Office equipment %194 177 317,793 $ 1248 2210722 % 51554
Computer eguipment 135,894 9197 13,863 135,328 32225
Transportation eguipment 517,738 29 B6B3 11.452 535,069 137,240
Building improvernents 8219 2.330 10.549 138,042
Land Improvements 1,308 326 1,634 11,441
Land 81,192
Buildings 38 465 9,801 _ 48,266 281,833
TOTAL 888901 368,130 326,563 $942 468  $733.527

NOTE 6 — ACCRUED WAGES AND PAYROLL LIABILITIES:

This liabilty represents amounts paid to employees during October thal were earned dunng
September. Also included are recurnng payroll habilities that are incurred on a monthly bases.

NOTE 7 — LONG-TERM DEBT:

Authorily policy allows full ime employees o accumulate annual leave time at various rates,
depending on lhe employee's length of service with Huran Behavioral Health. Amounts accumulated up 1o
a maximurm of 30 days are to be paid to the employee and recognized as an expense either when annual
leave time is used, or at the discretion of Huron Behavioral Health, upon termination of employment.

Employees also accumulaie sick leave Ume at vanous rales depending on the date of hire
Amounts accurmnulated up to a maximum of 100 days are to be paid to the employee and recognized as an
expanse either when sick leave tme iz used, or al the discretion of Horon Behavioral Health, Jpon
termination of employment. As of Seplember 30, 2008 and 2007, this liabibity was $363,473 and 3384 350
respectively.

In accordance with the Mental Health Code, the Authority issued a mortgage with a local bank in
the amount of 5148,241. The proceeds of the morigage were used to purchase a building that s used in
the Autherity's residential care services. The terms of the mortgage call for monthly payments in the
amount of 31,181 including imerest at an annual rate of 4.68% The maturty dale of the morgage is
March 28, 2021 and is collaterakzed by the building  Interest expense an the mortgage for the year endad
Septermber 30, 2008 amaounted to 36694,

{Continued) -18-



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NOTE 7 — LONG-TERM DEBT: (CONTINUED)

The following is a summary of the changes in long-term debt of Huron Behawvioral Health for the
year ended September 30, 2008:

DUE
BALANCE BALANCE WITHIN
SEPTEMEER. 20, SEPTEMBER 30, ONE
2007 ADDITIONS REDUCTIONS 2008 YEAR
Accrued compensated
absences 5384 380 3 20,907 53533473
Employee severance pay 71,398 $1.815 12,160 51,054
MNote payable 139,089 7. 581 131,508 § 7,844
TOTALS 5594 BG3 21,815 ° 40,648 3556.035 37,544

Annual debt service requirements to matunty for the mortgage are as follows:
Years Ending

September 30, Principal Interest Total
2005 57844 % 5,985 F 13,929
2010 B,324 5 805 13,829
2011 8722 5,207 13,929
2072 4133 4 791 13,5929
2013 4 575 4,354 13,928

2014 = 2018 55200 14,447 848 547
2019 — 2021 32.605 1,997 34,602
Totals $131,508 $42,388  $173.894

NOTE 8 - UNEMPLOYMENT COMPENSATION:

Huron Behavioral Health is a reimbursing employer for purpoases of unemployment insurance
claims against the employer. Huron Behavioral Health reimburses the State of Michigan for all benefits
charged agamst il in the event of termination of employment and subsequent claims of its employees.
Because an eshimate cannct be made, the contingent liakility for unemployment insurance claims is not
recogrized in the accompanying financial statements. This expense is recognized as incurred.

NOTE 9 - OPERATING LEASES:

On January 1. 2008, the Authority renewed a lease agreement with the Huron County Board of
Commissioners o lease office space. The terms of the lease require monthly payments of $11.587 for a
period of one year begqinnng January 1, 2008, The Authorty is responsible for all expenses of operation
including utilities and maintenance. Future minimum lease payments at September 30, 2008 are $34.791

The |ease further prowides for cancellation by the Authority if the purpose for which the lease was
antered into no longer exists due to executive, legislative ar local goverrimert order ar insuffrcient
allocation of funds for this location by the Michigan State Department of Community Health andior the
Huron County Board of Commissioners.

{Continued) -20-



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NOTE % — DPERATING LEASES: (CONTINUED)

The Authority entered into vanious lease arrangements for residential housing facilities. The terms
of the leases require monthly payments amounting to 32,541, The Authorily is responsible for all
expenses of operation including utililies and maintenance,

The leases also provide for an opticnal renewal term with monthly [ease payments o be
determined based an an agreed upon formula. The leases further provide for cancellation by the Authority
in the event funding is terminated, reduced or licensing is withheld.

NOTE 10 — RETIREMENT SYSTEM:

The Authonty participates in the Michigan Municipal Employees Retiremen! System, an agent
multiple-employer defined benefit pension plan that covers all ful-time employees  The System provides
retirement. disability and death benefils to plan members and ther beneficiaries. The Michigan Mumcipal
Employees Retirement System issues a publicly avaidable financial repeort that includes financil
statements and required supplementary information far the systern.  Thal report may be obtained by
writing to the Systern at 447 N Canal Road, Lansing, M| 48317,

Under provisions of state statutes, all full-time employees must cantribute 3% of the first 54 200 of
annual compensation and 5% of the portion over 34,200 1o the pension plan. In addition, the Authority
must provide annual contributions sufficient to satisfy the actuarially determined cantribution requirements
as mandated by stale statutes.

For the years ended September 30, 2008 and 2007, the Authority’s annual pension cosb of
3286,296 and $231,287 for the plan was egual to the Autharity's required and actual coninibution. The
annuzl required ¢contribution was determined as part of an actuanal vatualion at December 31, 2007 and
2008, using the entry actual age cosl method Signficant actuarnial assumptions used include (a) an 8%
invesiment rate of return, {b) projected salary increases of 4 5% per year and (c) 2 5% per year cost of
living adjustments. Both (&) and {b) include an inflation component of 3% The actuarial value of assets
was determined using techniques that smooth the effects of short-term volatlity over a four-year peried.
The unfunded actuarial liability is being amurtized as a level percentage of payrell on a closed basis.

NOTE 11- DEFERRED COMPENSATION:

Employees of Huron Behavioral Health may paricipate in a deferred compensation plan adopted
under the provisions of Internal Revenue Code Section 457 (Deferred Compensation Plans With Respect
to Service For State and Local Governments),

The deferred compensaiion plan ts available to all employees of the Authonty. Under the plan.
employees may elect lo defer a porton of their salaries and avaid paying taxes on the deferred porhion
until the withdrawal date. The deferred compensaticn amount 1g not avalable for withdrawal by employees
until fermipation, retirerment. death or unforeseeable emergency.
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HURON BEHAVIGRAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NOTE 11- DEFERRED COMPENSATION: {CONTINUED)

The deferred compensation plan is admimistered by the Michigan Association of Counties. Under
the terms of an |IRC Section 457 deferred compensation plan, all deferred compensation and income
attributable to the investment of the deferred compensation amounts held by the Admnistration. until paid
or mace available to the employees or beneficiaries, are the property of the Aulhority subjecl only to the
claims of the Authonty's general creditors. In addition. the participants in the plan have rights equal to
those of the general creditors of the Authonty and each paricipant's rights are equal to his or her share of
the fair market value of the plan assets. The Audthonty believes that it is unlikely that plan assets will be
needed to satisfy claims of general creditors that might arise.

NOTE 12 —- OTHER POST-EMPLOYMENT BENEFITS:

Plan Description. The Authonty's defined benefit postempioyment healthcare plan, Huron
Behavicral Health Postemployment Healthcare Plan {HBHPHP), provides medical benefits to eligible
retired employees and their beneficiaries. HBHPHF is affilizted with the Michigan Municipal [ mployees’
Retirement System Retiree Health Funding Vehicle (RHFY). an agent muitiple-employer posternployment
healthcare plan administered by the MMERS Retirement Systern. The Statutes of the State of Michigan
assigns the authority to establish and amend the benefit provisions of the plans that padicipate in RHFY 1o
the respective employer entities; for HBHPHP, that authonty rests with the Huron Behavioral Health Board
The MMERS Rebrement System issues a publicly available financial report that includes financial
statements and required supplementary information for RHEY. That report may be obtained by writing to
MMERS Retirement System, 1134 Municipal Way, Lansing. M| 48917, or by calling 1-317-703-2030.

Funding Policy. The contribution reguirements of plan members and the autharity are eslablished
and may be amended by the MMERS board of trustees. HEHPHP members receiving benefits contnbute
tased on their years of service. Employees with at least 10 years of full time service and age 5% or older
are required to contribute 50% of their heaith insurance premiurns, employees with at least 15 years of full
time service and age 55 or older are required to contribute 25% of their health insurance premiums, and
employess with at least 20 years of full ime sewvice and age 55 or older, or 1hat have at least 10 years of
fult time senace and age G0 or older are nol reguired to contribute to the payment of their health insurance
premiunts. COnly employees hred pnor 1o January 1, 1989 are eligible to receive the pest employmenl
heglth care benefits

The Autherity is required to coninbute the annual required contribution of the emplayer (ARC}, an
amount actuanally determined in accordance with the parameters of GASE Statement 43 The ARC
represents a level of funding that, if paid on an gngeing basis, 1§ projected to cover normal cost each year
and amaortize any unfunded actuarial labilities {or funding excess) over a period nol to exceed thirty years
The current ARC rate is 34 12 percent of annual covered payroll.
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HURON BEHAVIORAL HEALTH,
HURGN COUNTY, MICHIGAN

MOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NOTE 12 — OTHER POST-EMPLOYMENT BEMNEFITS: (CONTINUED)

Annual OPEB Cost. For 2008, the Authonly's annual QPEB cost {expense) of 3601543 for
HBHPHF was equal to the ARC. The Authority's annual OPEB cost, the percenlage of annual OPEB cost
contributed to the plan, and the net CPEB obhgation for 2008 was as follows.

Percentage of Annual

Fiscal Year Ended Annual OPEB Cost QPEB Cost Contribuled Net OPEB Obligation
9r30/08 5601,543 17.8% $484 508
930007 601,543 12.8% R24 5H3

Funded Status and Funding Progress. The funded stalus of the plan as of December 31, 2004,
(the date of the latest actuary report) was as follows:

Actuarial acorued liability (AAL) $5.547 589
Actuarial value of plan assels {
Unfunded actuarial accrued fiakility {JAAL) $5.547 589
Funded ratio {actuarial value of plan assets/AAL) 0%
Covered payroll (active plan members) $1.763.106
UAAL as a percentage of cavered payroll 314 7%

Actuarial valuations of an ongoing plan involve estimales of the value of reported amounts and
assumplions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, morality, and the healthcare cost trend Amounts deterrmined
regarding the funded status of the plan and the annual required contribolions of Ihe employer are sulyject
to conbinual revision as actual results are compared with past expectations and new estimates are made
about the future. The schedule of funding progress, presented as required supplementary information
following the notes ta the financial statements, presents multi-year trend information that shows whether
the actuarial valug of plan assets Is increasing or decreasing over lime relative te the actuarial accrued
llabilities for benehts.

Actuarial Methods and Assumpticns. Projeclions of benefits for financial reporting purpcses are
based on the subslanbve plan (lhe plan as understood by the employver and plan members) and include
the lypes of bernefits provided at the ime of each valuation and the historical pattern of sharnng of benetit
costs between the employer and plan members to that point. The actuanal methods and assumptions
used include techniques that are designed o reduce short-term volalility in actuarial accrued liakilities and
the actuarial value of assets, consistent with the long-term perspective of the calculabons.

In the December 31, 2004, actuarial valuation. the entry age actuanal cost methed was used. The
actuarial assumptions included an 5.0 percent investment rate of relurn (net of administrative expenses)
an annual healthcare cost rend rate of 12 percent intially, reduced by decrements to an ullenate rate of
4.5 percent after eighl years. Both mnclude a 4.5 percent inflation assumption The actuarial value of
HEHFHF assets was determined using fechnigues that spread the effects of shortderm wolatility in the
market value of investments. HBHPHFP's unfunded actuanal accrued liability is being amorized as a level
percentage of projected payroll on a closed basis. The remairing amortization perind at December 317,
2004, was Lhirly years,

{Conlinued) i



HURCN BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMEER 30, 2008 AND 2007

NOTE 13 — RISK MANAGEMENT:

General Liabiity:

Huron Behavioral Health participates in the Michigan Municipal Risk Management Authority, which
is @ public entity risk pool, for the coverage of significant losses dua to ts general habibty. The participation
in the pool constitutes transfer of the risk for significant psses to the pool with a habality limit of $10 million.
The Autharity is required to pay annual premiums to the Michigan Municipal Risk Management Authority
for the liability coverage. The Authority reduced their liabully insurance coverage by $5 million and
settlement amounts have not exceeded insurance coverage for the current year ar the three prior years.
The Authority also purchased commercial insurance coverage for losses related to ther property,
automoebiles and commercial general hability.

Workers' Compensation:

Huron Behavioral Health purchased commercial insurance to provide coverage of losses related to
warkers' compensation claims. The workers' compensation insurance provides coverage for up to a
maximum of $1,000 000 for each workers' compensation claim

Employee Heaith Care:

For its risk of losses related to providing health care benefits to its emgployees and their
dependents. the Authority eslabhshed a partial self-insurance plan to cover ¢laims for the medical costs of
its employees and their dependents. The partial self-insurance plan provides coverage of up to $541,086
of lotal medical care claims for the calendar year of 2008. For claims in excess of coverage of $541, 386,
the Authonty has purchased commercial insurance. Commercial insurance has also been purchased to
provide vision and dental benefits for the employees of Huron Behawvioral Health and their dependenls.
The following miormation (elates to the Authority's partial self-insurance medical care plan for ts
employees.

2008 2007
Fartial self-insurance coverage limit ¥ 541,086 % 586,218
Medical care claims paid 239 647 580,554
Insurance reimbursements receved 164 873 174,821
Arnual medical care expense recognized 1.285.438 1.302.801

WManaged Care Risk Conlracts:

The Authonty has a managed care risk contract with the State of Michigan for State General
fund Formula Funding for pricenty populations The State General Fund nsk contract and reserve
covers only the Authority's specific service area. The Autherity is at risk for any State General Fund
service costs that exceed the revenue provided by the State of Michigan for these services. The
Authonty is required lo cover any excess costs with local funds I the event of incurring excess
service costs, the Adthority will use its available unrestricted fund balance lo cover those cosls.

{Continued) -74 -



HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2008 AND 2007

NOTE 13 - RISK MANAGEMENT: {CONTINUED)

Contingent Liabilities.

Amounts recetved or receivable from federal, state and other grantor agencies are subject to audit
and adiustment by the grantor. Any disallowed amounts, including amounts already collected, may
censtitule a liabilty, The amount, if any, of cosls that may be disallowsd cannot be determined at this ime.

The Michigan Department of Community Health (MDCH) has asked the Authonty to repay to the
MOCH an amount which represents excess building rent paid to a "related” pardy from 1980 {o the
present time. The MOCH request is based on an accounting principle that says rent paid to a related
party will be reimbursed only to the extent of the related party's underlying costs. The MOCH asserts
that the rent paid by the Authority over the years is substantially more than the County's (the owner of
the building} actual underlying cost. For the same reason the MDCH has stated that it wall not reimburse
future rent paid by the Autheority to the County. The amount that the MDCH is requesting is yet to be
determined

The Authority asserls that it is a separate governmental entity from the County and therefore,
does not meet the definition of a related parly The rent paid to the County would then not apply to the
accounting principle asserted by the MDCH as excess rent paid to a related party. The Authority plans
to vigorously contest the MDCH claim for reimbursement An estimate of lhe cutcome of this dispute
with the MDCH cannot be made at this time.
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HURON BEHAVIORAL HEALTH,
HURON COUNTY, MEICHIGAN

GOVERNMENT-WIDE

STATEMENT OF ACTIVITIES - BUDGET AND ACTUAL

FOR THE YEAR ENDED SEPTEMBER 30, 2008

REVENUES:

Medicaid Specialty Suppornts & Services
State General Fund Priodly Population

MiChild Capitation

Adull Benefil Waiver Capitation
Program Service Revenue
Grants and Earned Contracts

S5 Remmbursements, 1stf3rd Pary

Counly Appropriation

Interest Income - Working Capital

Cther Local Income
TOTAL REVENUES

EXPENSES:

Stale Facility - State Portion
Stale Facility - Local Portion
Community Hospilal
Residential Services
Community Supports
Frogram Qperations
Managed Care Administration
General & Board Administration
Local Funds Contribution
[nterest Expence
Depreciation

TOTAL EXPENSES

CHANGE IN NET ASSETS

ORIGINAL FINAL
BUDGET  BUDGET ACTUAL  VARIANCE
$ 7028744 § 7028744 % 7475015 $ 448271
942 538 942 538 343,617 1,079
6,612 6612 6,888 276
124,531 124,531 118,348 (6,183}
358,296 358,296 359,978 1682
350,824 350,824 329,047 (21,777)
104 666 104.666 107 966 3,300
233,250 233,250 233,250 :
165,219 165,219 134,920 (30,299)
13,253 13,253 13,543 290
9,327,933 9,327,933 9,722,572 304,638
120,450 120,450 - 120,450
12,045 12,045 - 12,045
329,567 325,567 347 750 (18,183)
348,515 348,515 349 766 (1,251)
454,334 964,334 1,044,054 (79,720)
6.870,208  £B870,200 6,827,008 43,203
171,400 171,400 195 613 (24,413)
1,000,284 1000264 1,011,160 (10.895)
168,800 168,300 168,800 ;
5,348 6,348 6,348 -
8,866 68,366 69,130 (264
10,060,798 10060798  10.019.827 40,971

$ (732,885 $
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HURON BEHAVICRAL HEALTH,
HURON COUNTY, MICHIGAN

FOR THE YEAR ENDED SEPTEMBER 30, 2008

Schedule of Funding Progress - Employee Retirement System

Actuarial Actuarial Unfunded UAAL as a

Actuarial Value of Accrued AAL Funded Covered Fercentage of
Valuation Assets Liability (AALY  [UAAL) Ratio Payroll  Covered Payroll

Date {a} {b) (b} - (a] {alb) fc! ((b - a¥c}
1263172007 310193874 5 10387135 § 203261 93% 2625017 8%
1213142006 2262, 826 89.519.278 256,442 7%  2.519.327 10%
1243142005 8,398 815 B.572 565 174,350 98% 2,495 251 7%
120312004 7668577 B.O0G 282 335410 9G6% 2,737,510 12%
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HURON BEHAVIORAL HEALTH,
HURON COUNTY, MICHIGAN

SEPTEMBER 30, 2008

Schedule of Funding Progress for HEHPHP

Actuarial
Actuarial Accrued Unfunded UAAL as a
Actuarial Value of  Liakility (AAL) AAL Funded Covered Percentage of
Valuation Assets Entry Age {UAAL) Ratio Payroli Covered Payrall
Date ia} {b} k] - (aj farby} (c] ik - alfc)
1243172004 20 B 5547589 § 5547589 % F 1763106 3146%
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Members of the Board
Huron Behaviaral Healtth
EBad Axe, Michigan 48413

We hawve audited the financial statements of the governmenlal activities and each majer fund of Huron
Behavioral Health, as of and for the years ended September 30, 2008 and 2007, which collectively
comprise Huren Behavioral Health's basic financial statements and have issuesd our report thereon
dated December 31, 2008. We conducted our audit in accordance with auditing slandards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Audiling Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In plarning and performing our audit, we considered Huron Behavioral Health's internal control over
financial reporting as a basis for designing ouwr auditing procedures for the purpose of expressing gur
opinions on the financial statements, but not for the purpose of expressing an opinion on the
gffectiveness of Muron Behavioral Health's inlernal contral over financial reporting. Accordingly. we do
nol express an opinion on the effectiveness of Huren Behavioral Health's inlernal contrel over financial
reparting.

A control deficiency exists when the design or operation of a control does not allow management or
gmployees, in the normal course of perdorming their assigned functions, to prevent or detect
misstatements on a limely basis. A significant deficiency 15 a conlrel deficiency, or combination of
control deficiencies, that adversely affects Huron Behawioral Health's alulity to nitiate. authonze,
record. process. or repert financia! data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of Huren Behavioral
Health's financial statements that 1s more than ingcensegquential will not be prevented or detected by the
Hurorn Behavicral Health's internal control.

A matenal weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the finangal statements will hot be
prevented or delected by Huran Behavigral Health's internal control.

Qur consideration of internal ¢contrgl over financial reporting was for the Imited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies inanternai control Lhat
might be significant deficiencies or material weaknesses. We did not idenufy any deficiencies ininternal
control over finangial reporting that we consider 1o be material weaknesses, as defined above.
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Complignce and Other Matters

Ags part of oblaining reasonable agsurance abouwt whether Huron Behavioral Health’s financial
statements are free of malerial misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have
a direct and material effect an the determination of financial statement amounts. Howsver, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly, we do
not express such an opinion, The results of our tests disclosed no instances of noncompliance or ather
matters that are required to be reported under Government Audifing Standards.

This report is intended solely for the information and use of management. Board Members, others
within the entity and federal awarding agencies and pass-through entiies and s not intended te be and
should not be used by anyone other than these specified parties.

Pl & Dapsd, 12

Mietzke & Faupel, P.C.
Pigeon, Michigan

December 31, 2008
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